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ECONOMIC TRENDS REPORT 


SUMMARY 


BACKGROUND: 1984 was a difficult year for the Jamaican 
economy. The depreciating Jamaican dollar and the 
contraction in personal consumption expenditure brought 
about by the government's fiscal and monetary restraints 
posed particular hardships for importers and producers for 
the domestic market. Moreover, adjustment to policies to 
improve export competitiveness and diversify the country's 
export base was slow. 


As a result, GDP for fiscal year 1984/85 (April to 
March) is expected to show growth of only 0.5 percent. 
Inflation nearly doubled last year to 31.2 percent from 
16.7 percent in 1983 and unemployment declined only 
marginally from 26.7 percent in October 1983 to 25.4 
percent in October 1984. 


To stimulate activity in the private sector, import 
licensing was relaxed for all except a iimited number of 
commodities, mainly consumer goods. Tighter monetary and 
fiscal measures were implemented to restrain aggregate 
demand in order to reduce pressure on the balance of 
payments and stabilize the exchange rate. 


In March 1984 the foreign exchange auction system was 
opened to bona fide applicants seeking more than 
uUS$50,000. The continued gap between supply of and demand 
for foreign exchange effectively devalued the Jamaican 
dollar by 50 percent against its US counterpart in 1984. 


OUTLOOK: Economic growth during 1985 is expected to be 
negative as a result of continued contractionary monetary 
and fiscal measures, suspension of Alcoa's operations, and 
the possibility of further production cutbacks in Jamaica's 
bauxite/alumina industry, faced with declining aluminum 
production in the United States and glut in the 
international aluminum market. Growth in the tourist 
industry is expected to be lower than in 1984 mainly due to 
the media coverage in the United States of fuel price hike 
demonstrations in January. The outlook for the 
agricultural sector is somewhat brighter, with production 
for the domestic market and of winter crops for the United 
States and Canada both up. Prospects for the 
manufacturing sector other than exporters are dim, as the 
credit squeeze, supply bottlenecks, and reduced consumer 
purchasing power are not expected to ease. Depreciation of 
the Jamaican dollar should enhance opportunities in the 
export sector and lay the basis for future growth, 
particularly in the export of non-traditional items such as 
winter vegetables and furniture. Exports in these areas 





will continue to benefit from the Caribbean Basin 
Initiative, which provides one-way, duty-free access to the 
US market for 12 years, and from access to the European 
Common Market under the Lome Convention. 


INVESTMENT CLIMATE : The Government of Jamaica is 
receptive to foreign investment and recognizes its 
importance in facilitating economic recovery. Jamaica 
National Investment Promotion Ltd. has been established by 
the government to assist potential investors. The 
Department of Commerce, Eximbank and OPIC support US 
business activity in Jamaica, especially where geared to 
increasing US exports to Jamaica. In addition, the 
Embassy's Economic Section and Foreign Commercial Office 
stand ready to assist. END SUMMARY. 


PART A: CURRENT SITUATION AND TRENDS 
ECONOMIC PERFORMANCE 


Economic activity during FY 1984/85 was sluggish, with 
gross domestic product showing an estimated increase of 0.5 
percent. The persistent imbalance between demand for and 
availabilitly of foreign exchange on the Bank of Jamaica's 
twice-weekly auction, coupled with increased lending rates 
and rising costs of production measured in terms of the 
Jamaican dollar, have greatly dampened activity in the 
productive sectors. With the decline of the Jamaican 
dollar, elimination of subsidies, and relaxation of price 
controls on some items, consumer prices rose 31.2 percent, 
the highest increase since 1978. Balance-of-payments 
estimates for 1984 showed marked improvement for the first 
time in four years. The current-account deficit was 
reduced from US$375.4 million in 1983 to US$311.2 million 
in 1984 while the net capital inflow increased by 500 
percent to US$484.7 million. The Bank of Jamaica's 
reserves increased by US$173.5 million in 1984 after a 
decline of US$294.6 million in 1983. 


Bauxite/Alumina: Total bauxite exports (including the 
bauxite content of alumina) increased by 14.1 percent to 
8.7 million tons in 1984. Crude bauxite ore accounted for 
4.56 million tons, an increase of 53.0 percent over 1983. 
This increase was due to (a) accelerated final shipments by 
Reynolds Jamaica Mines Ltd. (1.03 million tons), (b) 
shipments to the US General Stockpile (0.88 million tons), 
and (c) the first full year of shipment under a seven-year 
contract with the Soviet Union (0.80 million tons). 

Alumina exports during 1984 fell by 10.5 percent to 1.7 
million tons, due mainly to a strike at ALPART which led to 
a three-month closure and to lower production from Alcoa. 
Total net foreign exchange earnings from the 
bauxite/alumina sector during 1984 are estimated at US$220 
million, a decrease of US$30 million from the previous year. 





Tourism:, Over the past three years the tourist industry 
tas~continued to be the main bright spot of the economy, 
partially offsetting the decline in foreign exchange 
earnings from the bauxite/alumina sector. Total visitor 
arrivals during 1984 increased by 7.8 percent to 843,800. 
Stop-over visitors increased by 6.6 percent to 603,400. 

The average hotel room occupancy was 55.8 percent, an 
increase of 10.5 percent over the previous year. The 
Jamaica Tourist Board estimates that gross foreign exchange 


earnings from tourism rose by 9 percent to US$435 million 
during 1984. 


Agriculture: There were mixed trends in the agricultural 
sector in 1984. Production of crops for the domestic 
market totaled 514,656 short tons, up 22.8 percent over 
1983. The largest gains occurred in vegetables, ethnic 
crops and cereals. 


Production of sugar and bananas, the two most important 
export crops, declined by 6.4 percent and 52.3 percent 
respectively. The poor results in sugar cane production 
were due to continued managerial and technical problems. 

In order to return the sugar industry to economic 
viability, the GOJ has engaged Tate and Lyle Co. Ltd. to 
provide technical and managerial services for three of the 
five government-owned factories and estates. The banana 
industry's poor performance is attributed mainly to low 
prices to the producers and inefficiencies in the Banana 
Company, the parastatal company which was responsible for 
buying bananas from the boxing plants and marketing them in 
the United Kingdom. For export production three privately 
managed joint-venture projects using modern technology have 
been launched on some 3,000 additional acres. These 
projects are expected to increase overall production from 
11,000 tons in 1984 to 150,000 tons by 1990. Throughout 
1984 and into 1985 the government continued its 
restructuring program for the banana export subsector. The 
Banana Company divested itself of leaf-spot spraying, 
boxing plants, and banana growing projects and recently the 
government set up a new company, the Banana Export Company 
(BECO), which will in theory be fully managed and owned by 
the growers and will buy and ship bananas to the United 
Kingdom and market them there. With the transfer of these 
functions about 810 banana workers are being laid off. 


Major programs and projects aimed at making the country 
self-sufficient in rice, fish and cassava over the next 
four years are well underway. Further, Agro 21's progress 
in terms of acreage under production, employment and 
foreign exchange earnings has surpassed first-year 
targets. In 1984, there were 39 new investment projects in 
the agricultural sector, with capital investment of J$166.7 
million, highest among all sectors. 
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Manufacturing : The performance of the manufacturing 
sector in 1984 was disappointing. Supply bottlenecks, 
unavailability of foreign exchange, difficulties in 
obtaining credit, increased taxes and interest rates, and 
depreciation of the Jamaican dollar adversely affected 
production. However, areas of the agro-industrial sector, 
including rum production, showed strong growth. Exports of 
apparel and sewn products showed particularly good growth 
with several new companies established, reflecting the 
impact of the US 807 program. 


Labor Force and Employment : Jamaica's unemployment rate 
in October 19 was -4 percent, a decline from 26.7 
percent registered last year. This reduction is mainly due 
to a 1.4 percent decrease in the labor force to 971,400. 
According to the Labor Division of the Statistical 
Institute of Jamaica, one factor accounting for this 
decline is a recent increase in emigration. 


Women, who comprise 46.5 percent of the total labor 
force, account for 66.9 percent of total unemployed. Some 
36.5 percent of all women are unemployed. The unemployment 
rate for men, however, has remained stable around 16 
percent over the last three years. 


Youth also account for a disproportionate number of the 
unemployed. About 30 percent of the labor force is in the 
14-24 age group. In October 1984 58.6 percent of 14- to 
24-year old males and 48.1 percent of females in the same 
age group were unemployed. 


A large proportion of these unemployed workers are 
poorly trained and have little experience. A majority are 
self-employed. The rate of unemployment among job-seekers 
in October 1984 was 11.3 percent, a decline from 13.5 
percent in October 1983. 


Foreign Trade : Provisional estimates of external trade 
for 1384 indicate an improvement in the balance of visible 


trade resulting from policy measures introduced to restrict 
consumer imports and encourage exports. 


The merchandise trade deficit fell from US$595.2 
million in 1983 to US$450.7 million in 1984. Imports 
declined by 7.2 percent to US$1,188.9 million. The major 
contraction occurred in consumer good imports (by 22.9 
percent to US$154.6 million) followed by a 5-percent 
reduction in raw material imports to US$746.6 million and a 
Marginal fall of 2.2 percent in imports of capital goods to 
US$287.6 million. 


Total export earnings increased by 7.6 percent to 
US$738.2 million. This increase is attributed principally 





to the rise in exports of bauxite and alumina, some 
non-traditional crops under the CBI, and exports of wearing 
apparel which benefit from 807 legislation. 


North America continues to be Jamaica's major trading 
partner, accounting for 51.2 percent of total imports. 
Imports from the region increased by 8.5 percent to 
US$608.5 million in 1984. Exports to that area during the 
same period increased by 55.6 percent to US$491.4 million, 


with bauxite/alumina exports to the United States 
accounting for most of the rise. 


Trade with CARICOM continued to decline in 1984. 
Imports from that regional grouping fell by 41.4 percent to 


US$35.3 million as compared to 1983. Exports declined by 
37.6 percent to US$52.9 million. 


CURRENT FINANCIAL SITUATION 


The continuing imbalance between demand for and the 
limited supply of foreign exchange remained a serious 
constraint on economic development during 1984. During the 
year the Jamaican dollar fell by 50 percent, and by 
mid-March of 1985 had fallen a further 11.1 percent in the 
twice-weekly auction of foreign exchange. Several monetary 


measures were undertaken to reduce the demand for foreign 
exchange and thereby improve the balance of payments. The 
auction system was modified allowing free movement of the 
rate. In addition a modest forward market operated by 
commercial banks was introduced in November 1984 in order 
to relieve pressure on the spot market by importers who 
because of expectations of continuing decline in the 
Jamaican dollar prefer to pay cash rather than utilize 
foreign credit lines. 


In order to mobilize savings, restrain aggregate 
demand, and retard the depreciation of the Jamaican dollar, 
the government has raised interest rates and the liquid 
assets ratio of the commercial banks. The liquid assets 
ratio of the banks was raised several times during 1984 and 
early 1985, reaching 48 percent in April 1985. This figure 
compares to a ratio of 40 percent a year earlier. In 
February 1985 the bank rate was increased one percentage 
point to 19 percent and is up from 13 percent a year 
earlier. The rediscount rate has moved from 15 percent in 
April 1984 to 21 percent in April 1985, and the minimum 
interest rate on savings deposits in commercial banks has 
been increased from 1l percent a year earlier to 18 
percent. The commercial banking sector and the private 
sector have expressed concern about the government's new 
monetary measures. The bankers warned that the new rates 
will force them to raise their lending rates to the 30- to 
40-percent level. One spokesman for the private sector 
predicted that the new rates will have a serious impact on 
the productivity of the country. 





As a part of the stabilization program, the IMF-backed 
stand-by agreement, signed June 22, 1984, calls for severe 
austerity. The conditions under the agreement include: (a) 
reduction of the fiscal deficit to 8.3 percent of GDP, 
compared to 15 percent in FY 1983/84, (b) increase in net 
international reserves of the central bank, the Bank of 
Jamaica, (c) increase in net domestic assets of the Bank of 
Jamaica, (d) restriction in the growth of credit, and (e) 
elimination of public sector external debt payment arrears 
by the end of December 1984 and trade arrears by March 1985. 
In the debate on the First Supplementary Budget Estimates 
1984/85 (held on March 13, 1985), the Prime Minister 
indicated that the budget deficit for Jamaican FY 1984/85 
will be approximately 7.8 percent of GDP, comfortably 
fulfilling the first target. 


ECONOMIC PROSPECTS 


1985 will be a year of decline in GDP, continued 
austerity, and a continued requirement for extensive 
support from multilateral and bilateral donors. 
Restructuring and deregulation of the economy will continue 
to be the main economic policy requirements. Tight 
monetary and fiscal policies are likely to impose greater 
burden on consumers, further lowering the standard of 
living. Double-digit inflation is likely to continue 
taking into account increased costs of imports and 
production in terms of the Jamaican dollar and the 
government's deregulation policy. 


Further reduction of imports is in prospect, in part as 
a consequence of the depreciation of the Jamaican dollar, 
thereby opening greater opportunities for domestic 
production. The expected further depreciation will also 
enhance the growing potential of non-traditional exports 
such as ethnic crops and flowers, as well as apparel 
assembly under the 807 program. 


Prospects for the bauxite/alumina industry during 1985 
look very gloomy. Continuing cutbacks in North American 
smelting capacity, Alcoa's suspension of production during 
the first quarter of the year, and the imminent possibility 
that Alpart will shut down foretell a serious downturn for 
the industry, which last year accounted for two-thirds of 
Jamaica's exports. The government has estimated the loss 
of revenue from Alcoa's closing at US$38 million in FY 
85/86. 


Tourism is expected to grow at a slower pace than 
initially projected for 1985. Sensationalist reporting in 
North American and British media on the fuel price hike 





demonstrations of January 15-16 has damaged the country's 
image in its major tourist markets. However, promotional 
activities, such as tours for travel editors and agents, 
may restore somewhat Jamaica's image as a safe tourist 


destination. Price reductions in hotels and tour packages 
may also help. 


Agricultural production in 1985 is expected to show 
steady growth. Major efforts have been undertaken by the 
Ministry of Agriculture to increase export production to 
take advantage of the CBI . The government's program of 
restructuring and divestment in the agricultural sector 
will improve efficiency and increase production. The 
removal of subsidies on the prices of imported foodstuffs 
should also enchance the competitiveness of domestic 
agricultural products. 


In its effort to revitalize the economy and improve the 
climate for private investment, the government can be 
expected to continue its policies of deregulation and 
incentives to encourage the manufacturing sector to export 
outside the CARICOM region. However, much depends on the 
availability of foreign exchange and credit, and both will 
remain in short supply. Further, the government may be 
expected to continue its policy of divesting itself of 
publicly-owned commercial assets. 


In view of the declining exchange rate, tight money and 
credit, and gradual conversion from oil to other energy 
sources in industrial facilities, imports are expected 
again to decline. 


PART B: IMPLICATIONS FOR THE UNITED STATES 


The US commitment to Jamaican economic recovery, 
security and stability is based on proximity, significant 
trade and investment relationships, foreign policy, and a 
common interest in democratic practices. Over the past 
four years US assistance has been increasingly oriented 
towards helping US firms take advantage of the wide range 
of business opportunities in the country. The CBI, which 
went into effect January 1, 1984, should over time help 
Jamaica develop a substantial new non-traditional export 
sector, attract new investments, and expand trade with the 
United States. 


EXPORT OPPORTUNITIES: 


The United States continues to be Jamaica's major 
trading partner. In 1984, the United States accounted for 


45.7 percent of Jamaica's imports. Although controls on 
import licensing have been relaxed for all items except a 





limited number of commodities, mainly consumer goods, US 
exports to Jamaica in 1985 will not appreciably increase 
due to Jamaica's shortage of foreign exchange. With the 
projected growth in the agricultural sector we can expect 
continued demand for agricultural machinery, fertilizers, 
food processing equipment, and grading and packaging 
equipment. 


Jamaica has qualified as an eligible site for Foreign 
Sales Corporations (FSCs). This offers attractive benefits 
for US exporting companies. An FSC is a foreign 
corporation not located in the US customs zone that is 
allowed to earn some tax exempt income on its exports from 
the United States. In most cases, this partial exemption 
can result in US tax savings of up to 7.4 percent of the 
profit on the export transaction for manufacturers and 14.7 
percent for trading companies. Income repatriated by the 
FSC to its US corporate shareholders is not taxable. In 
addition Jamaica exempts FSC operations from income tax, 
all duties, and taxes and surcharges on imports of 
equipment. Other benefits include a special window to the 
Bank of Jamaica for foreign exchange to reduce difficulties 
in remitting profits in hard currency. 

The US Government provides financial guarantees to US 
agricultural exports through the Commodity Credit 


Corporation (CCC). In FY 1984 CCC guarantees for Jamaica 
amounted to $77 million. PL-480 assistance for FY 1985 is 
estimated at US$35 million. 


To further expand the activities of US exports and 
encourage new business links with Jamaica, the Commercial 
Section of the Embassy has been replaced by a new US and 
Foreign Commercial Office with additional duties and 
responsibilities. 


IMPORT OPPORTUNITIES: 


In 1984 exports of Jamaican products, especially 
non-traditional agricultural products and garments, 


increased appreciably under the CBI and 807 regulations. 
Light manufactures, furniture and handicrafts are other 


areas of growing importance. 
INVESTMENT OPPORTUNITIES: 


Jamaica is one of the attractive areas for investment 
in the Caribbean region. The island offers potential 
investors the following advantages: preferential tariff 
agreement with the United States under the CBI, with the 
European Common Market under the Lome Convention, and with 
Canada under GSP. A well developed infrastructure and 
highly trainable and cheap labor force also make Jamaica an 
attractive site for foreign investment. 
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Jamaica welcomes foreign investment, particularly in 
areas which earn or save foreign exchange, generate 
employment, and utilize local raw materials. The 
government provides a wide range of incentives to 
investors, including tax holidays, duty-free access for 
machinery and raw materials imported for approved 
enterprises, and remittance facilities. 


The Kingston Free Zone and the newly established 
Montego Bay Free Zone offer a range of incentives to 
investors producing for exports. Garment manufacturing 
under 807, light manufacturing and data entry are some of 
the activities being undertaken by Jamaican and 
foreign-owned firms in the Free Zones. 


In the past some US investors have experienced 
difficulties in doing business in Jamaica due to cumbersome 
customs procedures and bureaucratic regulations and 
inertia. The government has addressed these problems by 
establishing Jamaica National Investment Promotion Ltd. to 


assist potential investors in overcoming such bottlenecks. 


CONCLUSION: 


For further information on business opportunities 
contact the Economic Section or US and Foreign Commercial 
Service Section of the US Embassy in Kingston at (809) 
929-4850. 





Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 


ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 


L1Yes! 


Name 
Organization 
Address 
City 


DOC/BAI 
8/84 


I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 


O 


can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 


below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 


ww 


Here’s my check made out to the Super- 
intendent of Documents. 


C] Charge my VISA or MasterCard No. 


LITT ITT TTT Tt tt tttt) 


(Signature) 


(Expiration Date) 





; -- You might be, if you don’t have current, up-to-date in- 

ARE ’ formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPO you need to succeed in overseas business. 
BLINDF etn Overseas Business Reports (oBr’s) 
bring you detailed information on overseas trade and 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
Credit Card Orders Only 
Enclosed is$___——S——<daO check, hts 
C money order, or charge to my Total charges $________—Flll in the boxes below. 


Deposit Account No. Credit 


ee gedne, COLLET TTT TTT) 


Expiration Date 
Order No. Month/Year Lan! 


Enter my subscription to: [] Overseas Business Reports $26 per year ($32.50 overseas) For Office Use Only 
OC Foreign Economic Trends at $70 ($87.50 overseas) Quantity Charges 


ompany Name 
Company Enclosed 


To be mailed 
individual's Name—First. Last Subscriptions 
| 


Postage 
Street address | Foreign handling 


MMOB 
City State ZIP Code 


(or Country) UPNS 
| | | | | | | | | | Discount 


PLEASE PRINT OR TYPE Refund 








